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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON: D.C. 20548

B-206830

To the President of the Senate and the
Speaker of the House of Representatives

This report presents our opinion on the Federal Home Loan Bank
Board's, the Federal Savings and Loan Insurance Corporation's
(FSLIC's), and the Federal Home Loan Banks' financial statements
for the years ended December 31, 1982 and 1981,

We made our examination pursuant to the provisions of 31
U.S.C. 9105 and the Federal Home Loan Bank Act (12 U.S.C. 1431(j)),
and in accordance with generally accepted government auditing
standards. The Federal Home Loan Bank Board supervises the activi-
ties of FSLIC and the banks; therefore, we included the Board's fi-
nancial statements in our examination.

The Federal Home Loan Bank Board is an independent agency
which formulates policies for and supervises the operation of the
twelve Federal Home Loan Banks, FSLIC, and the system of Federal
Savings and Loan Associations. FSLIC is a government corporation
that insures the safety of savings in thrift and home financing in-
stitutions. The Federal Home Loan Banks provide loans to financial
institutions in order to reduce the recurring variations in the
supply and demand of residential mortgage credit.

We are sending copies of this report to the Director of the
Office of Management and Budget and the Chairman of the Federal

Home Loan Bank Board.

Comptroller General
of the United States






COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON-D.C. 20548

B-206830

To the Board of Directors
Federal Home Loan Bank Board

We have examined the statements of condition of the Federal
Home Loan Bank Board, the Federal Savings and Loan Insurance Cor-
poration, and the Federal Home Loan Banks as of December 31, 1982
and 1981, and the related statements of income and expense and
changes in financial position for the years then ended. Our exami-
nation was made in accordance with generally accepted government /
auditing standards and, accordingly, included such tests of the ac-
counting records and such other auditing procedures as we consid-
ered necessary in the circumstances.

In our opinion, the financial statements referred to above
present fairly the financial positions of the Federal Home Loan
Bank Board, Federal Savings and Loan Insurance Corporation, and
Federal Home Loan Banks as of December 31, 1982 and 1981, and the
results of their operations and the changes in their financial po-
sitions for the years then ended, in conformity with generally ac-
cepted accounting principles applied on a consistent basis,

oy

Comptroller General
of the United States
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APPENDIX I APPENDIX T

REPORT ON INTERNAL ACCOUNTING CONTROLS

OF -THE FEDERAL HOME LOAN BANK BOARD

As part of our examination of the Federal Home Loan Bank
Board's financial statements for the year ended December 31, 1982,
we made a study and evaluation of the system of internal accounting
control to the extent we considered necessary to evaluate the
system as required by generally accepted government auditing stand-
ards. For the purpose of this report, we have classified the sig-
nificant internal accounting controls in the following categories:

--Assessments.
--Expenditures.
--Financial reporting.
--Payroll.

Our study included all of the control categories listed above ex-
cept that we did not evaluate the controls over financial reporting
because it was more efficient to expand substantive audit tests.
The purpose of our study and evaluation was to determine the na-
ture, timing, and extent of the auditing procedures necessary for
expressing an opinion on the Board's financial statements. Our
study and evaluation was more limited than would be necessary to
express an opinion on the system of internal accounting control
taken as a whole or on any of the categories of controls identified
above.

The management of the Federal Home Loan Bank Board is respon-
sible for establishing and maintaining a system of internal ac-
counting control. 1In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected bene-
fits and related costs of control procedures. The objectives of a
system are to provide management with reasonable, but not absolute,
‘assurance that assets are safeguarded against loss from unautho-
rized use or disposition, and that transactions are executed in
accordance with management's authorization and recorded properly to
permit the preparation of financial statements in accordance with
generally accepted accounting principles. Because of inherent lim-
itations in any system of internal accounting control, errors or
irregularities may nevertheless occur and not be detected. Also,
projection of any evaluation of the system to future periods is
subject to the risk that procedures may become inadequate because
of changes in conditions or that the degree of compliance with the
procedures may deteriorate.
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Our study and evaluation made for the limited purpose de-
scribed in the first paragraph would not necessarily disclose all
material weaknesses in the system. Accordingly, we do not express
an opinion on the system of internal accounting control of the
Federal Home Loan Bank Board taken as a whole or on any of the
categories of controls identified in the first paragraph. However,
our study and evaluation disclosed no condition that we believed to
be a material weakness.
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REPORT ON THE FEDERAL HOME LOAN BANK BOARD'S

COMPLIANCE WITH LAWS AND REGULATIONS

We have examined the financial statements of the Federal Home
Loan Bank Board for the year ended December 31, 1982, Our exami-
nation was made in accordance with generally accepted government
auditing standards and, accordingly, included such tests of the ac-
counting records and such other auditing procedures, including
tests of compliance with laws and regulations, as we considered

necessary in the circumstances.

In our opinion, the Federal Home Loan Bank Board complied with
the terms and provisions of laws and regulations for the trans-
actions tested that could have materially affected the Board's fi-
nancial statements.

Nothing came to our attention in connection with our exami-
nation that caused us to believe that the Board was not in compli-
ance with the terms and provisions of laws and regulations for
those transactions not tested.
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FEDERAL HOME LOAN BANK BOARD
COMPARATIVE STATEMENT OF CONDITION
DECEMBER 31, 1982 AND 1981

Assets

Cash with U. S. Treasury (Note 2)...... Ceves
Accounts Receivable..eeveiceerecesacsesnnanss
Land and Building (Note 1).ceviencvcnnncnnns
Furniture, Fixtures and Equipment (Note ..

Tenants Improvements (Note 1)evucenenccnnnn .
Other ........ ® 08 & 560650800 ¢0000 00800800080

Tota] Assets..ll.......I........ll...‘...OI.

Liabilities and Capital

Accounts Payable and Accrued Liabilities....
Employees Accrued Annual Leave.....ceevvseee

Tota] L1ab111t1es.........‘...ll..l....l.‘..

Retained Earnings...cceeeeevececocesccnns .o
Paid in Capital - FHLBB Quarters (Note 3)

Total Capital (Note 4)...cvvviieeensernnnnnes
Total Liabilities and Capital.....ceceeeenns

1982

$ 1,040,136
10,922,669
44,875,505

3,897,307
1,888,412

373,580

$62,997,609

$ 6,154,987
3,341,464

$ 9,496,451

$ 8,916,878
44,584,280

$53,501,158
$62,997,609

APPENDIX I

1981

$ 1,263,248
11,208,395
45,365,951

3,921,223
1,560,389

335,601
$63,654,807

$ 6,347,339

3,271,130

$ 9,618,469

$ 9,036,338
45,000,000

$54,036,338
$63,654,807

The accampanying notes are an integral part of this financial statement.
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FEDERAL HOME LOAN BANK BOARD
COMPARATIVE STATEMENT OF INCOME AND EXPENSES
FOR THE YEARS ENDED DECEMBER 31, 1982 and 1981

1982 1981

Income
Examination Fees from Savings and Loan Institutions.. $15,900,789 $19,984,759
Assessments:

Federal Home Loan BankS...cceevievorcacocscanceas 9,879,993 8,927,907

Federal Savings and Loan Insurance Corporation.. 36,446,645 29,864,739
Rent and Miscellaneous Other......cccevvvvecerescesans 2,168,351 1,488,782
Tota‘ Income.....‘...l.'....‘.C.ll.‘.......l.ll.'.... 364’395’778 $60’266,187
Expenses
Personnel CompensatioN..cecececesecsvansssconsaannas . $41,957,576 $39,575,006
Personnel BenefitS.cecececcrscrcnsnccnsonencans cesene 3,980,474 3,812,936
Travel and Transportation........ccccvvevsaconses ceeae 7,022,615 6,714,446
Rent’ comunication’ and Uti‘ities.......l...l.'.."' 4,599,963 4,043’468
Depreciation:

Furniture, Fixtures, and Equipment.......cceu0ee 667,318 751,016

Bui]dingl‘...l...l.‘...‘...."...OC‘...00.0...0. 766’855 800’000

Tenants Improvements............ sesseresesesnane 191,724 84,000
Building Maintenance and Other Services.............. 5,328,713 5,093,343
Tota] Expenses ....... TR R I N B B RO N Y IR R A R N Y NN Y B R R R N R ] 36425152238 5602874,215
Net InCOme (LOSS) oooooo S0 0002 FE ARSI ESLENIOENIEISSE (]]9_,460) (608,028)

The accampanying notes are an integral part of this financial statement.
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FEDERAL HOME LOAN BANK BOARD
COMPARATIVE STATEMENT OF CHANGES IN FINANCIAL POSITION
FOR THE YEARS ENDED DECEMBER 31, 1982 AND 1981

1982 1981
Source of Funds SR
Net Incme‘.COOOQIOIOIO...OOOOQ .......... e s DSt s (119’460) s (508,029)
Adjust for Items Not Affecting working Capital ‘ ~
Deprecfation: - -
Build1ng..‘...‘.l.!‘...’.'t.loc.‘.l‘....l‘l.l.. 766’855 800,000
Furniture, Fixtures and Equipment.....cceevees 667,318 751,016
Tenants ImprovementsS......cccoeeeeesvcvcascses 191,724 84,000
Decrease in Working Capital.......ceveeecvecencannes 348,839 1,344,976
Decrease 1“ Pa1d 1" Capftal (Note 3)-00...-.00--0-0. (415’720) -0-
Total Funds Provided......ccecve... Ceesesean eee $ 1,439,556 $ 2,371,963
Application of Funds
Capital Expenditures:
Bui]ding..Q...O....l.....l...ll.l....." ......... s 276,408 ’s 1,380’594
Furniture, Fixtures and Equipment..... Creseseeans 643,402 899,522
Tenants Improvements......ccoeeeeecccneneneneaane 519,746 91,847
Tota] Funds Appl1ed..n.t...0..l.‘..'t.llt.‘.'. s 1,439,556 s 2,371’963

The accompanying notes are an integral part of this financial statement.
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FEDERAL HOME LOAN BANK BOARD
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 1982 AND 1981

Summary of significant accounting policies:

a. Furniture, Fixtures and Equipment - These assets are at cost less accumulated
depreciation of $3,436,909 and $2,774,634 at December 31, 1982 and 1981,
respectively. Depreciation is computed on the straightline method over the
estimated useful 1ife of the property.

b. Building - This asset is at cost less accumulated depreciation of $3,766,855
at December 31, 1982.

¢. Tenants Improvements - This asset is at cost less accumulated depreciation of
$330,574 at December 31, 1982.

An additional $51,854 is available in a separate fund provided by appropriations
pursuant to the provisions of the Emergency Home Finance Act of 1970. Use of
such funds is for the purpose of adjusting the effective interest charged by the
Federal Home Loan Banks on short and long term borrowing in order to promote an
orderly flow of funds into residential construction.

In 1974, the Board assessed the Federal Home Loan Banks $40,000,000 and, in 1977,
another $5,000,000 for the total estimated cost to construct the Federal Home
Loan Bank Board building located in Washington, D.C. Of the $45,000,000 assessed
and classified as paid-in-capital, $44,584,280 has been paid to the Board by the
Banks. The General Services Administration has turned the building over to the
Board, therefore, the unpaid assessment of $415,720 will not be required.
Accordingly, the receivable was written off and paid-in-capital is being adjusted
to reflect this change.

The following is a summary of the Board's capital:

1982 1981

Retained Earnings R —

Retained Earnings at Beginning of Year $ 9,036,338 $ 9,644,366

Net Income (Loss) (119,460) (608,028)

Retained Earnings at End of Year $ 8,916,878 $ 9,036,338
Paid-in-Capital

Paid-in-Capital at Beginning of Year $45,000,000 $45,000,000

Assessment Write-Off (415,720) -0-

Paid-in-Capital at End of Year $44 584,280 $45,000,000
Total Capital at End of Year $53,501,158 $54,036,338
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REPORT ON INTERNAL ACCOUNTING CONTROLS OF THE

FEDERAL SAVIN VW;“L&M INSURANCE CORPORATION

As part of our examination of the Federal Savings and Loan In-
surance Corporation's financial statements for the year ended De-
cember 31, 1982, we made a study and evaluation of the system of
internal accounting control to the extent we considered necessary
to evaluate the system as required by generally accepted government
auditing standards. -For the purpose of this report, we have clas-
sified the significant internal accounting controls in the follow-
ing categories: ‘

--Assistance to problem savings and loan associations.
--Expenditures.,

--Financial réporting.

--Insurance billing.

--Investments.

Our study included all of the control categories listed above ex-
cept that we did not evaluate the accounting controls over invest-
ments and financial reporting because it was more efficient to
expand substantive audit tests. The purpose of our study and eval-
uation was to determine the nature, timing, and extent of the
auditing procedures necessary for expressing an opinion on the Cor-
poration's financial statements. Our study and evaluation was more
limited than would be necessary to express an opinion on the system
of internal accounting control taken as a whole or on any of the
categories of controls identified above.

The management of the Federal Savings and Loan Insurance Cor-
poration is responsible for establishing and maintaining a system
of internal accounting control. 1In fulfilling this responsibility,
estimates and judgments by management are required to assess the
expected benefits and related costs of control procedures. The ob-
jectives of a system are to provide management with reasonable, but
not absolute, assurance that assets are safeguarded against loss
from unauthorized use or disposition, and that transactions are ex-
ecuted in accordance with management's authorization and recorded
properly to permit the preparation of financial statements in ac-
cordance with generally accepted accounting principles. Because of
inherent limitations in any system of internal accounting control,
errors or irregularities may nevertheless occur and not be de- .
tected. Also, projection of any evaluation of the system to future
periods is subject to the risk that procedures may become inade-
quate because of changes in conditions or that the degree of com-
pliance with the procedures may deteriorate.
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Our study and evaluation made for the limited purpose de-
scribed in the first paragraph would not necessarily disclose all
material weaknesses in the system. Accordingly, we do not express
an opinion on the system of internal accounting control of the
Federal Savings and Loan Insurance Corporation taken as a whole or
on any of the categories of controls identified in the first para-
graph. However, our study and evaluation disclosed no condition
that we believed to be a material weakness.
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REPORT ON THE FEDERAL SAVINGS AND LOAN INSURANCE

CORPORATION'S COMPLIANCE WITH LAWS AND REGULATIONS

We have examined .the financial statements of the Federal Sav-
ings and Loan Insurance Corporation for the year ended December 31,
1982, Our examination was made in accordance with generally ac-
cepted government auditing standards and, accordingly, included
such tests of the accounting records and such other auditing pro-
cedures, including tests of compliance with laws and regqulations,
as we considered necessary in the circumstances.

In our opinion, the Federal Savings and Loan Insurance Corpor-
ation complied with the terms and provisions of laws and regula-
tions for the transactions tested that could have materially
affected the Corporation's financial statements.

Nothing came to our attention in connection with our exami-
nation that caused us to believe that the Corporation was not in
compliance with the terms and provisions of laws and regulations

for those transactions not tested.
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APPENDIX II

FEDERAL SAYINGS AND LOAN INSURANCE CORPORATION

COMPARATIVE STATEMENT OF CONDITION
DECEMBER 31, 1982 AND 1981

1982

Assets
LT T | $ 202,632
Receivables. . everieenneinrneeecseniesnnneneannnnn. 22,941,
Investments (Notes 1, 2 and 3)....civriinniennnnnen 6,354,939,104
Accrued Interest on Investments.............vovonnn 82,422,387
Loans to Insured Institutions...................... 346,422,570
Subrogated Accounts in Insured Institutions....... . 98,448,431
Income Capital and Net Worth Certificates.......... 441,800,000

Less Allowance for Possible Future Losses........ 169,900,000

Total Certificates (Note 6)......... Citeennanae . ,900,
Mortgage Loans and Other Assets (Note 3)........... 375,417,897

Less Allowance for Possible Future LosseS........ 40,440,587

Total Mortgage Loans and Other Assets............ 977,

Total.......... Ceeranee et eeene e aaaeas $ 7,512,253,845
Liabilities and Reserves
Accounts Payable and Other Liabilities............. $ 43,073,295
Notes Payable to Insured Institutions (Note 7)..... 456,503,030
Allowance for Possible Future Losses Under

Contribution Agreements (Motes 4 and 5)..... ceees 705,358,127
Secondary Reserve.......eveee Certesstesertervetnnas 613,649,656
Primary Reserve (Note 10).....cccvierievnnennn ere 5,693,669,737
B 3 $ 7,512,253,845

The accompanying notes are an integral part of this financial statement.
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$ 2,436,212
22,709,072
5,803,556,358
86,934,056
389,990,516
68,230,822

84,000,000
-0-
84,000,000

449,919,687
15,822,358

b4 b

$ 6,891,954,365

$ 39,369,879
84,000,000

612,516,886
599,261,377
5,556,806,223

$ 6,891,954,365
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FEDERAL: SAYINGS AND: LOAN. INSURANCE CORPORATION
COMPARAT IVE (STATEMENT. OF :INCOME AND EXPENSES
FOR THE YEARS ENDED DECEMBER 31, 1982 AND 1981

Income

Insurance Premiums (Note 1}....

Interest on Investmen 603,591,599 539,615,324
Interest on Loans to 33,982,328 33,417,217
Income on Mortgage Loanms... 24,183 608 47,518,805
othel" Imcm.u..--.-...”u-.......«....-. 1 351 14‘3 69’073
To&a] Incume.....*.....,................ 31.090,096,981 $1mm45@690,630\‘
Expenses
Administrative Expemwus................. ..... $ 1,013,549 $ 989,691
Loss on Sale of Securities...........ccoe0ne . 306,253 8,641,009
Services Rendered by The Federal Home Loan
B&“‘u ﬂﬂﬂ!‘d.-...-.”“.-u“.... cssasce “eos 36,446,6&5 29,8‘64,739
Insurance Settlement and Other Expenses...... 41,775,243 12,575,450
Provision for Possible Future Losses:
Contribution Agreements (Note 4).......... 596,718,914 912,991,679
Mortgage Loans and Other Assets (Note 3}.. 56,883,388 10,520,000
Certificates (Note 6)..ccvevvrvncncneeinnn 169,900,000 -0-
Interest Applied to the Secondary Reserve !
(NOLE B)eveereeecereonsonssscasasnsnnsanna 50,189,475 55,457,653
Total EXPenSeS..ceeceeecenecaanacnnssoaans $ 953,233,467 $1,031,040,22}
Net Income $ 136,863,514 $ 14,650,409

sE s RN SBIEEE S

1982

$ 426,988,298

1981

$ 425,070,211

The accampanying notes are an integral part of this financial statement.
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Source of Funds

Net Income

Adjust for Items Not Affecting Working Capital:

Depreciation of FF&E........cvvevvenenvnnna, seessneenans
Adjustment to Provisions for Losses on:
Mortgage Loans and Other Assets (Note 3)........... ces
Contribution Agreements (Note 4)..
Certificates (Note 6)
Interest on the Secondary Reserve (Note 8)....ccvveennne.

Transfers from Secondary Reserve........c.ceceneeenns vee
Amortization Income.......cvv0vuue Neereretinessanonnnnee
Subtotal..cocvvenvcennns Ceeeerietanrssertannes

Realization on Mortgage Loans and Other Assets.............
Issuance of Notes Payable (Note 7)
Principal Payments on Loans to Insured Institutions
Principal Payment on Notes and Advance Contributions

Reduction in Securities .......cvevvevinanes Cetecanseriene

Redemption of Certificates......... Cevecettrrsrrasesraansan
Decrease in Cash.....c.viviirverecvrenoccscsonoconns Cieranes
Decrease in Working Capital.......cccviviiinrvaaess Geseenns

Application of Funds

Total Funds Provided

Acquisition of Assets:
Subrogated Accounts in Insured Institutions
Investment Securities
Certificates (Note 6)..
Mortgage Loans and Other Assets
Capitalized Expenditures...ooieceeacecentoencecenancnans
FF& and Leasehold Improvements............ Cetreesente .
Loans to Insured Institutions................. Cesesens craen
Redemption of Notes Payable ,
Contributions to Insured Institutions
Refund of Secondary Reserve
Increase in Cash.
Increase in Working Capital......cocvvieeninianinnninnness

Total Funds Applied

DI R R R I I A Y LY

---------------------------------

-------------------------

----------------------

...................................

---------------------------------

.........................

--------------------------------

----------------------

--------------------------------

------------------------------------------

FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION
COMPARATIVE STATEMENT OF CHANGES IN FINANCIAL POSITION

FOR THE YEARS ENDED DECEMBER 31, 1982 AND 1981

APPENDIX I1I

1982 1981
$ 136,863,514 $ 14,650,409
12,903 13,729
56,883,388 10,520,000
596,718,914 912,991,679
169,900,000 ~0-
50,189,475 55,457,653
(35,691,577) (117,574,916)
(32,385,840) (35,215,812)
$ 939,374,353 $ 840,842,742
$ 95,844,104 $ 125,519,208
379,503,030 84,000,000
57,636,048 23,026,117
2,164,850 2,121,509
-0- 289,857,000
7,000,000 -0-
2,233,580 -0-
2,251,804 -0-

- $1,489,124,193 $1,365,366,576
$ 30,217,608 $ 68,230,822
551,730,300 -0~

364,800,000 84,000,000
18,446,971 469,526,441

642,130 24,769,132

26,492 3,828

12,273,400 199,337,367
7,000,000 -0-

503,877,673 318,003,481

109,619 130,793,553

-0- 516,287

-0- 70,185,665

$1,489,124,193 $1,365,366,576

The accampanying notes are an integral part of this financial statement.

13



1.

APPENDIX II APPENDIX II

a)

b)

¢)

FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION
I TATE

NOTES TO FINANCIAL STATEMENTS, DECEMBER 31, 1982 AN‘ 1981

Summary of significant accounting policies:

Investments - Investment securities are stated at cost, adjusted for amortization of
premiums and accretion of discounts. Such amortization and accretion are computed
on the "constant yield" method at rates based upon the 1ives of the related securi-
ties except for GNMA securities which are computed on the sum of the years digits
method. Both amortization and accretions are recognized as an adjustment to interest
income on {nvestments.

Furniture and Equipment - These assets are stated at cost less accumulated deprecia-
tion. Depreciation is computed on the straight-line method over the estimated use-
ful life of the property The net balance of this account {s insignificant and is

dnrludad 4 Abha assabes
Illbluuc\l ll' vbllﬂ' uaaﬁb)

Income Recognition - Insurance premium income 1s recognized as earned when member
institutions are assessed.

Investments - The investments at December 31, 1981 and 1982 are (000's):

December 31, 1982 December 31, 1981
Book value ﬂarket value  Book value Market value

Y.S. Treasury obligations »033, 44,
Federal agency securities 1 063 689 1,077,406 1,055,007 912,540
Other Investments (Net) 33,368 28,706 55,329 30,821

Total T.354.939 36,067.250  §$5.803.556  $4,787.460

In 1981 and prior years, FSLIC listed all Assets Acquired from Insured Institutions as
one 1ine item. The 1981 figures have been restated to be comparable. The changes in
the Allowance for Possible Future Losses regarding Mortgage Loans and Other Assets
of the FSLIC for the years ended December 31, 1982 and 1981 are (000's):

December 31, 1982 December 31, 1981

Allowance for Possible Future Losses

Balance, Beginning of Period $15,822 $10,510
Add: Provision Charged to Expense 56,883 10,520
Add: Adjustment Due to Acquisition 5,539 18
Less: Losses Real{ized on Assets

Acquired During Period 37,804 5,226

Balance, End of Period $40,440 $15,822

The changes in the Allowance for Possible Future Losses under Contribution Agreements
for the years ended December 31, 1982 and 1981 are (000's):

December 31, 1982 December 31, 1981
Allowance for Possible Future Losses
Balance, Beginning of Period $612,517 $ 17,529
Add: Provision Charged to Expense 596,719 861,99
Less: Contributions Paid During Period 503,878 267,003
Balance, End of Period $705,358 $612,517

14
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The FSLIC makes contribution agreements to prevent default of an insured institution.

Under some of these arrangements, the Corporation agrees to make, or commits itself

to make, certain contributions over time. The changes in the Allowance for Possible

ﬁgg¥re Loiégglu?der Contribution Agreements for the years ended December 31, 1982 and
are s):

December 31, 1982 December 31, 1981
Allowance for Possible Future Losses:
Balance, Beginning of Period $612,517 $ 17,529
Add: Provision Charged to Expense 586,719 912,99
Less: Contibutions Paid During Period 503,878 318,003
Balance, End of Period $705,358 $612,517

The remaining contingent 1iability under these agreements in excess of the Allowance
for Possible Future Losses totaled $422,670,000 at December 31, 1982 and $461,886,000
at December 31, 1981 respectively. It is management's opinion that these amounts
will not have to be paid.

During 1981 and 1982 the FSLIC purchased Income Capital Certificates (ICC's) and
Net Worth Certificates (NWC's) from insured savings and loan institutions in the
amount of $441,800,000. The FSLIC records the ICC's and NWC's at cost. Both the
ICC's and NWC's earn annual income payments based on the United States Treasury bill
rates. The annual income payments and principal are redeemable upon the issuing
Association having profitable operations and attaining a specified net worth level.
Therefore, no annual income payments have been accrued and an allowance for losses
has been established in the amount of $169,900,000.

In return for Income Capital Certificates and Net Worth Certificates, the FSLIC
issued negotiable notes in the amount of $408,800,000 during 1981 and 1982. Variable
interest is paid semiannually based on the average auction yield for United States
Treasury notes with maturities from 5-10 years. In addition to issuing negotiable
notes to purchase ICC's and NWC's, the FSLIC has also issued other notes to carry
out its default prevention activities in the amount of $47,703,000.

The FSLIC's total reserves‘available for losses consist of the primary and secondary
reserves. The primary reserve is the cumulative net income of the FSLIC since its
inception. The secondary reserve is the equity of certain savings and loans in FSLIC
based on premium prepayments and related interest not yet credited to these savings
and loans. It is available for losses, but may also be paid back to the savings and
toans depending on FSLIC's financial condition and management's anticipation of
losses. Interest is credited to the secondary reserve based on the yield of FSLIC's
investmennt portfolio and is shown as an expense of the primary reserve.

From time to time in its default -prevention activities, the FSLIC may guarantee repay-
ment of FHLBank advances that were made to certain insured savings and loan associa-
tions. These guarantees are typically granted on a short-term basis, generally
covering advances that are totally secured. The amount of these advances as of
December 31, 1982 totaled $523.5 million and $824.7 million at December 31, 1981.
The FSLIC considers the likelihood of ever incurring losses under these arrange-
ments to be very remote. In the unlikely event that it would be called upon to
honor these guarantees, the FSLIC would have claim against any assets securing such

advances.
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APPENDIX II APPENDIX II

10.

11.

Restatement of prior year's financial statements - Calendar Year 1981 has been restated
to give effect to a change in recording GNMA securities acquired in 1980 and 1981.

This restatement has resulted in a reduction of earnings from continuing operations
for the year énded Decemier 31, 1981 in the amount of $17.5 million. Reclassifica-
tions have been made to 1981 ffn&ncia] statements to conform to the 1982 presenta-
tion. The balance of primary reserve at January 1, 1981 has been restated from
amounts previously reported to refléct a retroactive charge of $127.9 million.

1982 1981
Primary Reserve at Beginning of Year:
As Previously Reported $5,702,284,223 $5,670,095,814
Prior Period Adjustments 145,478,000 127,940,000
As Restated $5,556,806,223 $5,542,155,814
‘Net Income 136,863,514 14,650,409
Primary Reserve at End of Year - $5,693,669,737 $5,556,806,223

Given the state of the economy and present condition of the industry, it is pos-
sible that FSLIC could sustain increased losses in subsequent accounting periads
due to 1ts default prevention actions. Because many of the causes for default
are beyond management's control, the amount of these losses cannot be determined.
However, the Corporation believes that its resources, including the right to
increase insurance premfums, are sufficient to absorb any such losses over the
forseeable future.
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APPENDIX III ' APPENDIX ITI

REPORT ON INTERNAL ACCOUNTING CONTROLS

OF THE FEDERAL HOME LOAN BANKS

As part of our examination of the Federal Home Loan Banks'
combined financial statements for the year ended December 31, 1982,
we made a study and evaluation of the system of internal accounting
control to the extent we considered necessary to evaluate the sys-
tem as required by generally accepted government auditing stand-
ards. For the purpose of this report, we have classified the
siggificant internal accounting controls in the following cate-
gories:

—-Advances to members.
--Expenditures.
--Financial reporting.
-~-Investments,

--Members' deposits.
--Notes and bonds issued.
-=-Payroll.

Our study included all of the control categories listed above ex-
cept that we did not evaluate the accounting controls over invest-
ments and financial reporting because it was more efficient to
expand substantive audit tests. The purpose of our study and eval-
uation was to determine the nature, timing, and extent of the
auditing procedures necessary for expressing an opinion on the
banks' financial statements. Our study and evaluation was more
limited than would be necessary to express an opinion on the system
of internal accounting control taken as a whole or on any of the
categories of controls identified above.

The management of each of the twelve district banks is respon-
sible for establishing and maintaining a system of internal ac-
counting control. 1In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected bene-
fits and related costs of control procedures. The objectives of a
system are to provide management with reasonable, but not absolute,
assurance that assets are safeguarded against loss from unauthor-
ized use or disposition, and that transactions are executed in ac-
cordance with management's authorization and recorded properly to
permit the preparation of financial statements in accordance with
generally accepted accounting principles. Because of inherent lim-
itations in any system of internal accounting control, errors or
irreqgularities may nevertheless occur and not be detected. Also,
projection of any evaluation of the system to future periods is
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APPENDIX III APPENDIX III:

subject to the risk that pfo&e&ures may become inadequate bhecause
of changes in conditions or that the degree of compliance with the
procedures may deteriorate.

Our study and evaluation made for the limited purpose de-
scribed in the.first paragraph would not necessarily disclose all
material weaknesses in the system. Accordingly, we do not express
an opinion on the system of internal accounting control of the
Pederal Home Loan Banks taken as a whole or on any of the cate-
gories of contrcols identified in the first paragraph. However, our
study and evaluation disclosed no condition that we believed to be
a material weakness.
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APPENDIX III : APPENDIX III

REPORT ON THE FEDERAL HOME LOAN BANKS'

COMPLIANCE WITH LAWS AND REGULATIONS

We have examined the financial statements of the Federal Home
Loan Banks for the year ended December 31, 1982, Our examination
was made in accordance with generally accepted government auditing
standards and, accordingly, included such tests of the accounting
records and such other auditing procedures, including tests of com-
pliance with laws and regulations, as we considered necessary in
the circumstances.

In our opinion, the Federal Home Loan Banks complied with the
terms and provisions of laws and regulations for the transactions
tested that could have materially affected the Banks' financial
statements,

Nothing came to our attention in connection with our exami-
nation that caused us to believe that the Banks were not in compli-
ance with the terms and provisions of laws and regulations for
those transactions not tested.
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AN EQUAL OPPORTUNITY EMPLOYER

UNITED STATES
GENERAL ACCOUNTING OFFICE
WASHINGTON, D.C. 20548

OFFICIAL BUSINESS
PENALTY FOR PRIVATE USE.$300

A504 F

POSTAGE AND FEES PAID
U. 8. GENERAL ACCOUNTING OFFICE

THIRD CLASS





